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Abstract 
Many firms particularly those in the technology sector rely on their absorptive capacity as being a key 
indicator of their success.  Trust between firms and within firms plays a crucial role in facilitating 
absorptive capacity and vice versa.  The aim of this working paper is to examine the importance of 
trust and absorptive capacity on each other.  A learning and alliance perspective is taken in order to 
explain and understand trust and absorptive capacity.  
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Introduction 
The ability of a firm to commercialise new ideas and products is crucial for their survival.  The 
fast and changing business environment that characterises many firms today means that the role that 
absorptive capacity plays is an important focus of all firms.  Indeed, firms that place a high emphasis 
on trust are more likely to have a high level of absorptive capacity.  Alliances are common throughout 
the international business world as many large multinationals form alliances to gain local market 
knowledge, and small firms form alliances to gain technical knowledge that can help in their 
internationalisation efforts.  Alliances are a flexible organisational structure that can include marketing 
agreements, technology partnerships and joint ventures (Kumar and Nti, 1998).  Many researchers 
have highlighted the importance of learning in alliances (e.g. Makino and Delios, 1996; Koza and 
Lewin, 1998).  Alliances enable firms to learn from one another in a setting which can change 
depending on the nature of what has been learnt.  For example, some alliance partners will have a 
loose cooperative structure such as a marketing partnership but learn from this alliance that there are 
other ways they can cooperate with that alliance partner such as through having a licensing agreement 
in an overseas market.   
The research question that this paper seeks to address is ‘What is the relationship between 
absorptive capacity and trust in terms of allowing alliance partners to learn from one another?’.  Thus, 
the research problem is how do alliance partners trust one another in order to have an absorptive 
capacity that is successful in commercialising R&D opportunities that have been learnt from their 
alliance partners.  There is a gap in the alliance learning literature that identifies trust as an important 
antecedent to learning taking place but does not identify in sufficient detail the more financial 
dimension of absorptive capacity in that alliance partners are able to quantify what they have learnt in 
the marketplace.  This working paper first defines and discusses absorptive capacity.  Next, trust is 
defined and examined within the context of learning and alliances.  The relationship between trust and 
absorptive capacity is then highlighted.  
Absorptive Capacity 
Firms have always been acquiring and disseminating information.  However, only in the past 
decade has the term ‘absorptive capacity’ been coined to reflect this process. In a seminal paper, 
Cohen and Levinthal (1990) defined absorptive capacity as the ability of a firm to acquire information, 
assimilate it and exploit it for commercial needs.  Since then many researchers have examined 
absorptive capacity (eg Atuahene-Gima, 1992; Luo, 1997; Mowery, Oxley and Silverman, 1996).  To 
quantify absorptive capacity, Cohen and Levinthal (1990) proposed to measure R&D intensity which 
is the percentage of R&D investment of sales.  Hence, R&D intensity is an observable expression of a 
firm’s absorptive capacity.  Absorptive capacity has also been conceptualised as organizational 
flexibility (Lyles and Salk, 1996).  This is due to the dynamic nature of absorptive capacity.  Firms 
that spend a large amount of money on R&D investment are more likely to be innovative and by 
extension, flexible.  The flexible nature of absorptive capacity has also been equated with alliances 
(Koza and Lewin, 1998).  Alliances are a flexible organizational structure that can adapt to change.  
Hence, in most firms the amount of R&D spent is directly related to the level of alliance activity 
existing within a firm context. 
Trust 
Trust is crucial in developing alliances between firms and for acknowledging the complex 
business relationships that exist within and outside a firm.  The decision to trust other firms is said to 
be a social decision (Kramer, Brewer and Hanna, 1996).  In an alliance context, trust encourages 
alliance partners to be aware of the information and knowledge of one another (Lane, Salk and Lyles, 
2001).  In knowledge-intensive sectors such as the high-tech sector, trust is crucial for those firms 
wanting to increase their absorptive capacity as there will be an implicit level of trust existing between 
the firms involved in the commercialisation of the technology.  The level of trust existing between the 
firms is highly debatable depending on the people and firms involved.  At a minimum level, trust 
means that alliance partners will fulfil their duties (Johnson, Cullen, Sakano and Takenouchi, 1996) 
whilst at a maximum level, trust equates to risk taking activity (Makino and Delios, 1996).  
Absorptive Capacity and Trust: Two Interrelated Concepts 
Absorptive capacity and trust can be examined through relative absorptive capacity theory 
(Lane, Salk and Lyles, 2001; Lane and Lubatkin, 1998).  This theory suggests that alliance partners 
need to have a standard set of norms existing between each other that facilitate information sharing 
(Lane et al, 2001).  The more trust a firm has in its alliance partner(s), the more likely it is that 
information will be shared.  This information will then lead to learning that is important for a firm’s 
absorptive capacity.  The ability to commercialise a technology will often be a direct result of the 
information that has been shared between alliance partners.  For example, a small firm may have a 
new technology but in many cases will need a large firm who they can trust to not misappropriate the 
technology.  Both the small and large firm can come together through an alliance and mutually learn 
from one another; the large firm learning what the technology is and its potential applications, and the 
small firm learning how to get the technology into the market both domestically and internationally.  
Hence, trust and absorptive capacity both influence and affect each other.  The relationship between 
them is not linear; rather it is in the form of a feedback mechanism. Therefore, as firms absorptive 
capacity increases, it is likely that it will grow to trust itself as a firm more in that it has confidence in 
the decisions and actions it partakes in.  However, as a firms level of trust with another firm increases, 
the firm will share more information with one another that in a number of instances will lead to 
commercialisation of a product or service. 
Conclusion 
This working paper has examined the role of absorptive capacity and trust.  Much theoretical 
and empirical attention has been devoted to both of these areas and in particularly on the role that 
alliances play.  This paper has highlighted that the relationship between trust and absorptive capacity 
is not linear but rather feeds on one another.  Future research questions can include: To what extent 
does trust and absorptive capacity play in increasing a firm’s alliance performance?  A longitudinal 
study could also be engaged in during which the researcher could examine the number of instances in 
which the commercialisation of a product or service has lead to an increase in the perceived 
trustworthiness of the firms involved. 
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